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EXECUTIVE SUMMARY

As required by Public Law 100-237, this Report seeks to describe the
appropriateness of the 20 percent of WIC Program funds reserved for
nutrition services and program administration. This discussion
includes examination of potential impacts from food-cost-savings
initiatives. The analysis centers on the expected effects of infant
formula rebates, but applies also to direct distribution, home
delivery, or other methods of food-cost savings.

Methods The flexible nature of the WIC Program precludes judgment as to
Employed "best _ operating cost configurations for WIC. However, this report

brings multiple perspectives to focus on the appropriateness of the
current 20 percent set aside for WlC nutrition services and program
administration. WIC cost configurations are reviewed from an
historical perspective_ through comparisons to costs of operations in
other assistance programs serving low-income people; and by detailed
analysis of expenditures within the WlC Program including calculation
of costs per casemonth for individual functions such as certification,
food delivery, and nutrition education performed at the local level.
Current knowledge regarding views on high quality in the WIC
Program is summarized and comments submitted by State and local
WlC administrators are presented. The report uses simulation to
explore the impacts of food-cost-containment on average costs per
participant for nutrition services and program administration.
Finally, it presents a number of alternative responses to the changes
brought about by food-cost-savings.

Summary of * There can be no judgment formed about the "best", the "proper",
Findings or the "optimal" configuration of operating costs for WIC

because WIC is designed to operate in a wide range of public
health and social service environments.

· The 20 percent reserved for nutrition services and program
administration on a national basis has permitted flexibility in
funds distribution. Small and atypical agencies with high costs
can receive more than 20 percent for administrative expenses
while other State agencies receive somewhat less than 20
percent.

· The majority of the agencies that sponsor WlC have historically
been able to provide WlC services within costs permitted by the
20 percent allowance, but most have relied on in-kind
contributions.

· wIe's administrative cost per casemonth and the variation in
operating costs for WlC is less than evidenced by other
assistance progr_ for low-income people. WIC, the Food
Stamp Program, and AFDC are very different from each other in
purpose and in operating procedures so that no judgment about
the adequacyor sufficiency of costs is implied. However,
ignoring the substantial differences in the nature of these
programs and focusing only on dollar amounts reveals:



- Per casemonth costs for WIC are lower than the Food Stamp
Program or AFDC. In FY 1986 WIC's monthly cost was $7.88
per casemonth, while the Food Stamp Program cost $21.95 and
AFDC cost $43.40 per casemonth.

WIC serves individual participants as the case unit while the
Food Stamp Program and AFDC serve broader economic units
(such as a household or a family) as the case unit for
administration. (Food stamp households average 2.7 persons
and AFDC families average 2.9 persons respectively).
Preliminary data show that in 1988 WIC served an average of
1.9 members in the same family. If this number is multiplied
by the $7.88 figure here used for comparison, the average per-
family cost for WIC nutrition services and program
administration would be $14.97, still considerably lower than
average per-casemonth costs in the Food Stamp Program and
AFDC.

- The range among States in per case cost for WIC nutrition
services and program administration is modest with the
highest-cost State agencies spending at 1.6 times the lowest-
cost State agencies. In the Food Stamp Program, this high-to-
low cost difference is 2.6, and in AFDC high costs are 3.2
times the lowest costs.

· It is unclear whether the 20 percent reserved for administration
is appropriate or inappropriate.

- Arguments can be made for both cases using the information
available. There is a strong consensus among WIC
administrators on what constitutes high quality in service
delivery at local WIC agencies, and case studies showed that
indicators of high-quality are found frequently among local
agencies. Ratios of participants to full-time-equivalent staff
have gone from 364 per full-time equivalent worker originally
reported in FY t984 to 270 per worker reported in FY 1987,
indicating that average caseloads of staff may be smaller.
State and local WIC directors have accurately argued that
administrative funds have not grown at the same pace as
inflation in wages. The amount of unused funds returned by
States for redistribution has shrunk to low levels, while the
number and amount of State appropriations for WIC foods and
for administration has increased. In recent years there has
been a strong Federal emphasis on improved management
through information systems and instituting cost control both
in the area of administrative costs and in the area of food

costs. A recent audit has found that vendor monitoring is not
sufficient and must be upgraded and intensified.
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- Increasing activity in the area of preventing and detecting
vendor abuse, introduction of drug education into WIC_ and the
need to upgrade automated data processing capability in State
information systems are all new demands on administrative
funding which have not yet been reflected in W1C costs.

Food cost reductions have changed the underlying dynamics of
administrative funds distribution in WIC.

· The advent of infant formula rebates in FY 1988 showed that
food costs for WIC could be reduced substantially.

· Applying the 80:20 requirement in the new environment of large
food-cost reductions requires that nutrition services and program
administration costs be considered able to absorb the same
relative declines as food costs.

· Simulation shows that almost 800,000 participants could be added
to the WIC Program if infant-formula rebates are implemented
nationwide. However, the administrative grant per participant
(AGP) would fall about 20 percent as a result of the
administrative grant being stretched over the larger caseload.

- Assuming a rebate of $1.00 per can of infant formula, WIC's
administrative grant per participant could fall as low as $7.20
per participant from the $8.80 projected for current
participation levels. Nearly alt States would have to operate
WIC at a substantially lower per-case level than has been done
in the past.

- While it is likely that there are some areas of program
operation in which additional administrative cost efficiencies
might be achieved, it appears improbable that such
efficiencies could cause the cost distribution of WIC to shift
sufficiently to absorb this size decline in the AGP.

· Public Laws 100-237 and 100-356 are now providing relief from
immediate sharp drops in AGPs in individual States by permitting
conversion of food-cost-savings for use in nutrition services and
program administration.

- The first law, P.L. 100-237, gave States engaging in food-cost
reductions full conversion to current rates of administrative
expenditures including adjustment for inflation.

- The second law, P.L. I00-356) limits reduction in AGP to 2
percent per year excluding inflation. Such a limit does not
prevent the potential fall of the AGP due to rebates, rather it
moderates it and allows a gradual fall over a number of years.

· Responses to the new food-cost reduction environment should
center on some key issues:
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- Are food-cost reductions short-term or long-term phenomena?

- Should the real average cost of nutrition services and program
administration be maintained, or should some decreases in
administrative funding be accepted as part of the new food-
cost reductions?

- What level of complexity, brought by this new situation and by
potential Federal responses, is acceptable to States' abilities
to make rational management decisions for the WIC Program7

· Additional options illustrate different approaches to funding
nutrition services and program administration (NSPA) in light of
the new food-cost-reductions that W[C is experiencing. These
include:

Option I Establishing a base-level NSPA grant per participant
with indexing according to an appropriate labor-
related index (such as the State and Local Purchases
Deflator).

Option 2 Instituting a State matching requirement for NSPA
funding.

Option 3 Allowing nutrition services to be funded as benefits
along with food costs.

Option 4 Adding new participants only to the extent that
rebate savings can sustain their added food, nutrition
education, and program administration costs.

Two major concerns seem critical in responding to this new dynamic:

· First, the complexity of addressing food-cost savings must be
reduced to permit States to make informed and rational
management decisions. Effective program management cannot
be achieved in an atmosphere of continuing uncertainty about the
level of each State's funding and the number of participants it is
possible to serve.

· Second, due to substantial food-cost reductions, a new strategy
for administrative funding is needed to protect responsible
program administration and service to participants among States
in continuing to operate the WIC Program.

The necessity of providing States with adequate funds for program
administration irrespective of changes in food costs is central. This
report contributes to a needed dialogue regarding a viable long-term
approach to funding nutrition services and program administration in
the WIC Program.
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I. INTRODUCTION AND STUDY GOALS

The Special Supplemental Food Program for Women, Infants, and
Children (WIC) is a nutrition assistance program. It provides supple-
mental food, nutrition education_ and access to health services to

low-income pregnant, postpartum_ and breast-feeding women, infants,
and children (up to age five) who are at nutritional risk. WIC is
administered by the Food and Nutrition Service (FNS), U.S.
Department of Agriculture (USDA).

In P.L. 100-237 Congress directed the Secretary of Agriculture to
conduct a study of nutrition services and administrative funding in
the WlC Program. Specifically_ Congress required that the report
address:

· the appropriateness of the 20 percent set-aside for nutrition
services and administration;

· the expected effect on per participant administrative costs if a
substantial number of States implement food cost-saving initia-
tives; (e.g., infant formula rebates) and,

· the effect of the current appropriation level for nutrition
services and administration on the quality of such services.

This Report fulfills this requirement.

The WlC The underlying premise of the WlC Program is that substantial
P?ol_ram numbers of pregnant, postpartum, and breast-feeding women, infants,

and children from low-income families are at special risk because of
inadequate nutrition, inadequate health care_ or both. As such, the
Program is designed to serve as an adjunct to ongoing prenatal and
pediatric health care. WIC has received particular emphasi_ in recent
years as part of national efforts to reduce infant mortality.'

Federal legislation and regulations establish a general framework for
program administration and provide cash grants to authorized
agencies of each State and to officially recognized Indian tribes or
councils. These State-level WIC agencies then distribute funds to
participating local WIC agencies in their respective jurisdictions.
Local agencies may include city or county health departments or
public and private nonprofit health or human service organizations
such as hospitals_ maternal and child health groups, or community
action programs. Federal funds received by these local WIC agencies
are used to pay administrative costs, including costs for eligibility
certification and for nutrition education_ as well as the cost of the
supplemental food provided to each participant.

I National Commission to Prevent Infant Mortality (1988), Death
Before Life: The Tragedy of Infant Mortality, Washington, D.C.
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The foods supplied through the g/lC Program are rich in protein,
calcium, vitamin A, vitamin (' and certain other essential nutrients
such as iron. These items are not intended to provide a complete,
nutritionally adequate diet for g/lC participants, but are intended as a
supplement to food that participants would normally purchase out of
family income or with benefits received from other food or welfare
programs. Local WIC agencies may provide the supplemental food to
participants directly at a central distribution point, through a home-
delivery system, or through vouchers or checks redeemable at retail
food stores. Most g/lC participants are served through the retail
store system.

Ail participants in the g/IC Program must be members of low-income
families and be determined by a competent professional authority
(CPA) to be nutritionally at risk (as defined in the Child Nutrition Act
of 1966 as amended by P.L. 9:5-627). "Low-income" is specified as
gross family income less than or equal to 18._ percent of the poverty
income defined by the Office of Management and Budget (OMB).
State WIC agencies have the option to set more stringent eligibility
requirements, but not lower than 100 percent of the poverty level.

In addition, Federal regulations mandate a priority system for WIC
participants to ensure the distribution of benefits to those persons
most in need of WIC services, g/ithin these FNS guidelines, State and
local program administrators have wide latitude to design their
operations to meet State and local needs and objectives. This
flexibility has led to considerable diversity in program operations.
Nevertheless, there are certain functions performed as part of
delivering WlC services that occur in all WlC programs regardless of
location:

· Certification/recertification, which includes taking applications
and screening applicants, determining income eligibility,
obtaining health and nutritional information, certifying
nutritional eligibility, and terminating program eligibility.

· Nutrition education, which includes all individual counseling,
group instructional sessions, materials development, preparing
and monitoring nutrition education plans, and nutrition education
training.

· Food delivery, incorporates all tasks associated with delivering
food or food instruments to participants as well as assigning and
tailoring food packages.

· Vendor management, which includes selecting, authorizing,
training, monitoring, and investigating food vendors and taking
corrective action against vendors who abuse the program.

· Outreach, which encompasses all publicity about the availability
of WIC benefits and the WIC Program to potential participants,
food vendors, health care providers, and social service agencies.
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· General administration, which includes all program planning and
management (e.g., budgeting, personnel management) as well as
filing, travel, training (except on nutrition education), staff
meetings, general paperwork and record maintenance, and sche-
duling.

There are State to State differences in the way responsibilities for
these functions are divided between State and local WIC agencies.
There are also many differences among local sponsoring agencies
within a State which affect the way they relate to the State agency
and the ways in which service is provided to WIC participants.

Legislative There are three major cost areas in the WIC Program: food supple-
Funding ments; nutrition services; and program administration. Section
Requirements 17(hXl) of the Child Nutrition Act was amended in October 197.5 to

set aside "...20 percent of the funds provided ...(for WIC)...each fiscal
year..." as "...available for State Agency and local agency costs for
nutrition services and administration." Thus, B0 percent of Federal
WIC appropriations are to be spent on the supplemental food packages
prescribed for pregnant, postpartum, or breast-feeding women,
infants, and children who are at nutritional risk.

In November 1978, PL 97-627 amended Section 17 of the Child Nutri-
tion Act to require at least one-sixth of the "20 percent set-aside" to
be expended on nutrition education. Nutrition services include nutri-
tion counseling and other instruction which attempts to improve the
nutritional status of WIC participants by improving their awareness
and behaviors with regard to good nutrition practices.

While both of these requirements affect the allocation and use of the
20 percent set-aside, each provision has a different focus. The over-
all 80:20 division applies to the total WIC allocation for the entire
nation. This segmentation does not have to be applied to each State
Agency. Such flexibility in allocating funds to the States allows WIC
to address regional variations in food and labor costs, economies of
scale, and local pressures to increase participation levels. At the
present time, State allocations are calculated using a formula which
adjust for these concerns. The nutrition education requirement, on
the other hand, is State-specific. That is, each fiscal year, each
State is required to allocate one-sixth of its actual administrative
expenditures to nutrition services.

Study Goals This report seeks to meet the legislative requirements of PL 100-237
and Design by analyzing funding for WIC nutrition services and program admini-

stration (NSPA) from a number of different perspectives: historical
development; comparison with other assistance programs;
examination of the variation in cost components of WlC;_expression
of State opinions on WIC quality and cost-related issues [acing WIC;
and discussion of cost-saving strategies that could have substantial
impacts on WIC costs.

This report allows a systematic investigation which is intended to
show the interaction of law, regulations, and other program
requirements with WIC's operating environments. However, the
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descriptions provided cannot be applied in any empirical way to judge
optimal performance or accomplishment in WIC. Because the WIC
Program is designed to permit flexibility and diversity in organization
and operations, there is from the outset no '_aest" configuration for
WIC operations.

Data and The analyses in this report use data from several different sources.
Information Much of the quantitative information is derived from State agency
Sources reports submitted to FNS. !n addition, information developed for a

recent FNS study of the local level management of WIC funds for
administration and program services is included.

FNS reports and program documents supply much of the remainder of
the quantitative data for this study. [n addition, data have been
solicited from the individual States to provide further information on
State adaptations and perceptions of quality of WIC services. Recent
State data on participation and food costs are used to model the
potential effects of infant-formula rebates on the WIC administrative
grant per participant.

Organization The remainder of this report consists of six chapters. Chapter Il
of this Report examines the historical development of overall WIC administrative

responsibilities and expenditures and changes in the relationship
between food costs and administrative costs. This includes a

discussion of the original development of the 20 percent set aside for
administrative expenses and how those original objectives have
changed over time.

Chapter III provides a comparison of the relative magnitude of
administrative expenditures in the WIC Program to other assistance
programs such as Food Stamps, AFDC_ and Medicaid.

Chapter IV discusses the range of differences in expenditures across
State and local agency costs. Chapter V summarizes research on
State WIC directors' opinions on high quality in WIC services.
Chapter VI estimates the potential impact of infant-formula rebates
on the administrative grant per participant in WIC, and discusses the
general effects of food-cost-reduction initiatives. Finally, Chapter
VII presents alternative funding approaches and their implications for
the administration of the WIC Program. It also provides the
Department's recommendation for providing nutrition services and
program administration funding in the future.
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II. ADMINISTRATIVE COSTS IN THE WlC PROGRAM

A. BACKGROUND AND HISTORICAL DEVELOPMENT

From its early days as a pilot program in 1974, the WIC Program has
experienced substantial growth; average monthly participation
increased from about 90,000 persons in 1974 to about 3.6 million in
1988. Along with this growth have come increases in the cost of
administering the Program.

Before examining these developments, however, it is important to
understand the corresponding changes that have occurred in the
regulations governing State and local operations. For this purpose,
three historical periods are discussed below; early Program develop-.
ment -- the years 1974 through 1978; Program expansion and the
implementation of management controls -- the years 1979 through
1982; and cost containment -- the years 1983 through the present.

Early Program The first five years of WIC were characterized by the conversion of
Development WIC to a permanent program, expansion of services, and regulatory

adjustments identified during the early stages of implementation.
WIC, created in 1972 as part of the revisions to the Child Nutrition
Act of 1966 (Section 17 of P.L. 92-433), was originally authorized as a
2-year pilot Program. Responsibility for administering the Program
was given to the Food and Nutrition Service (FNS), of the U.S.
Department of Agriculture.

The intent of the Program was to provide supplemental foods to low-
income pregnant or lactating women, infants, and children up to age
four who were determined by "competent professionals" to be at
nutritional risk because of inadequate diet or other medical condi-
tions. The funds first appropriated to WlC totaled $20 million for
each oi Fiscal Years (FY) 1973 and 1974. Of the grants provided to
local agencies, regulations stated that no more than 10 percent could
be used to pay for administrative expenses.

Funds were allocated to State health departments (or comparable
agencies) for the purpose of providing funds to local health or welfare
agencies or private non-profit organizations to carry out the objec-
tives of the Program. Local grantees were required to apply to their
State agencies for funding, but FNS designed the selection criteria
for local agencies_ the requirements for participant eligibility and the
nature of the su_lemental food packages to be distributed. In
November I973, Public Law 93-1_0 continued WlC by authorizing $40
million for FY[97_. This law also increased the Program's coverage
by allowing Indian tribes, bands or groups recognized by the Depart-
ment of the Interior, and the Indian Health Service of the Department
of Healths Educal:ion and Welfare, to operate as State agencies. In
recognition of the Program's growth, Public Law 93-326 later
increased the funding for FY1975 to $100 million.

In April 1974 an amendment to P.L. 93-150 added a third category of
funds to administrative and food costs: clinic evaluation costs. The

chief medical officer of the State agency was required to certify that
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